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Answer ANY FOUR (4) of the EIGHT (8) questions provided 


Question 1 
What are the conceptually correct measures of benefits and costs in benefit-cost analysis? 


a) Describe them and explain why they are considered to be conceptually correct. 
(12 marks) 
b) Describe why it is often difficult to use these measures in practice. (8 marks) 


Question 2 

A Chinese owned car manufacturing company is considering building a new factory in 
Western Sydney to produce a new electric car model. The production process will be largely 
conducted by robots and so new employment opportunities in the factory will be limited. It is 
expected that 100 highly-skilled jobs in computing, electronics and management will be 
created and a further 200 unskilled positions will need to be filled. The area in which the 
factory will be located has high levels of youth unemployment. 


a) If you were a government analyst undertaking a BCA of this project outline how would 
you evaluate the costs of the labour that the factory might employ? (10 marks) 


b) What would the major benefits of this project be for Australian society? Carefully 
explain your answer making sure to detail any assumptions you have made. (5 marks) 


c) Why might benefits be different if the company was Australian owned? (5 marks) 


Question 3 
a) Define the concept of an actual Pareto improvement using a diagram to illustrate your 
answer. (12 marks) 


b) Explain why benefit-cost analysis (BCA) utilises the concept of potential, rather than 
actual, Pareto improvements. (8 marks) 


Question 4 
Define and briefly discuss the significance of each of the following concepts: 


a) The Kaldor-Hicks criterion. (5 marks) 
b) The value of a statistical life. (5 marks) 
c) Break-even values. (5 marks) 


d) Benefit-cost ratio. (5 marks) 
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Question 5 

Consider Harberger’s approach to measuring the benefits of an output from a new project in 
a closed economy with no distortions. Describe the conceptual basis for measuring this 
benefit when the total quantity of the output partially meets new demand and partially 
substitutes for existing supply. Use a demand/supply model for this description. (20 marks) 


Question 6 

A city council is considering building a waste incineration plant in an area of the city which 
has a population who have lower than average incomes and which suffers from high levels 
of unemployment. The plant will create some employment but will also cause problems 
associated with increased noise and air pollution. 


Describe a method (or methods) which could be used to value the negative impacts of this 
project and discuss their relative advantages and disadvantages compared to other 
methods. (20 marks) 


Question 7 

Benefit-cost analysis has been attacked from a variety of perspectives. Clearly state what 
you believe to be the most important of the conceptually valid criticisms of the use of benefit- 
cost analysis as a guide for public policy making and justify your choice. (20 marks) 


Question 8 

When conducting benefit-cost analyses of projects in developing countries values can often 
be distorted since the national currency may be overvalued. Describe how adjustments can 
be made to observed valuations using the border price approach, paying particular attention 
to how non-tradeable goods are valued using this methodology. (20 marks) 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


